International 
Marketing Information 
Series 


a 


Foreign Economic Trends 
and Their Implications 
for the United States 


ERRATA: The Foreign Economic Trends for 
FINLAND dated July 1976 should 
be numbered 76-081 instead of 


76-080 


- qvent Op 
x ; 
\Q7 "Paves of - 
Prepared by the U.S. Foreign Service, 


U.S. Department of State, and released by the 


U.S. Department of Commerce 
Domestic and International Business Administration 
Bureau of International Commerce 








International 
Marketing Information 
Series 


~. 


Foreign Economic Trends 
and Their Implications 
for the United States 


76-080 
FINLAND 


July 1976 


Frequency: Semiannual 
Supersedes: 75-058 


Prepared By 
American Embassy 
Helsinki 


Tes 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 


Domestic and International Business Administration 
Bureau of International Commerce 





KEY ECONOMIC INDICATORS: 


All values in millions of U.S. dollars, 


unless otherwise stated. Dates in 


parentheses are periods covered in 1976. 


FINLAND 


Exchange rates: Fmk 3.774=US$1.00 in 1974, 
Fmk 3.679=US$1.00 in 1975; Fmk 3.85=US$1.00, 
approximate rate for January-May 1976. 


Estimated 


ist Qtr Growth 


Percent 


ITEM 1974 1975 1976 Change 1) Rate 1976 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at current market prices (3/76) 
GDP at constant 1964 prices 
Per capita GDP, current prices, 
in $ (3/76) 
Machinery & equipment investment, 
current prices 
Indices: 
Industrial production (1970=100) 
(2.76) 
Average labor productivity, percent 
increase (calculated annually) 
Average industrial wage, hourly 
for male, in $ 
Personal income (disposable income 
of private households 
Employment (000's) (2/76) 
Average unemployment rate (%) (2/76) 


MONEY AND PRICES 
Money supply 
Public iebt outstanding 
External debt (net) 
Interest rate - Bank of Finland (for 
discounts and rediscounts) (5/76) 
Indices: 


Consumer price index (1972=100) (3/76) 129.4 


Wholesale price (1949=100) (3/76) 
BALANCE OF PAYMENTS AND TRADE 


Gold & foreign exchange reserves (2/76) 


Balance of current account 
Balance of trade 
Exports, FOB (3/76) 

U.S. Share (%) 

Imports, CIF (3/76) 

U.S. Share (%) 


1) Period covered in 1976 compared with same period of 1975. 


on Finnmark values. 


22,067 
10,313 


26,524 
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-1,1486) 
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3. 
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N.A. 


Percentage changes based 


2) Excluding compensations for holidays falling on work-week. 


3) Estimated employment. 
4) Estimated rate. 


5) Official discount rate of Bank of Finland (basic rate applied for discounts and 
rediscounts of commercial banks) was raised to 9 1/4 percent on July 1, 1973. 


6) Estimated deficit. 





CURRENT ECONOMIC CONDITIONS AND TRENDS 


Indications of renewed export activity in Finland's export markets 
have brightened the horizon in the second quarter of calendar year 
1976, but the pace of recovery will be slow, and the residual 
effects of the severe year-long recession as well as unresolved 
domestic economic problems will adversely affect the economy for 
several more years. 


GDP in 1975 declined by one-half of one percent, after a decade of 
rapid growth. The major factor was the decline in demand for 
Finnish exports by 17 percent (in volume terms) which reverberated 
throughout the economy. Imports increased by 9 percent in value, 
with volume remaining stable. Because of balance of payments 
deficits during the preceeding growth years (in fact, capital imports 
for investment projects fueled the growth), the Finnish economy 
could only make limited use of the option to preserve economic 
activity through trade deficits. Indeed, the Bank of Finland found 
it necessary to adopt severe monetary measures to restrain the 
growth in the payments deficit and these measures exacerbated the 
economic downturn. 


Other featuresof the past year were 18 percent inflation (mostly 
domestic in origin), growth in money wages of 22 percent and sharply 
rising "social costs" of labor (the indirect taxes on companies). 
The 1976 wage settlement was restrained by comparison with those of 
the last few years. However, it is subject to review later this 
year. 


It is expected that real wages will show no growth in 1976, and 
that inflation correspondingly will decline to the 10-12 percent 
level. A price freeze in effect for much of the first half of 
1976 makes it difficult to measure real inflation so far this year. 
Unemployment has begun to decline from the 4 percent level reached 
early in 1976, with seasonal factors, economic recovery in other 
countries and Finnish government programs playing a role. Because 
of the chronic danger of emigration of skilled labor to Sweden, 
unemployment is a very sensitive subject. It is expected that GDP 
will be stable in 1976, or possibly grow less than one percent. 
Moderate growth (3 percent range) is expected in 1977. 


Export markets are beginning to revive, although prices remain weak. 
It is expected that exports will really grow only in late 1976 or 
1977. Most companies are operating at well below optimum capacity, 
with high unit costs also reflecting inflation and high real cost 
of labor, and in many cases, heavy debt. Even steadily growing 
demand will not solve all of the companies' problems, and extremely 
low net private investment is expected in 1976-78. The weakened 
competitive position of Finnish companies is a potentially serious 
problem. 





Balance of Payments 


The payments deficits of 1973-75 almost doubled Finland's total 
external debt and strained the country's financial resources. 
After an 8.1 billion Finnmark payments deficit in 1975 ($2.1 
billion), a deficit in the Fmk 4-5 billion ($1.0-1.3 billion) 
range is expected in 1976. The official goal for 1976 of Fmk 3 
billion cannot be met under present conditions (the trade deficit 
for the first quarter of 1976 alone was Fmk 1.37 billion; in the 
last two years the payments deficit has slightly exceeded the 
trade deficit chiefly because of debt service). 


The accumulated foreign debt was the major constraint upon govern- 
ment policy during 1975, but the Bank of Finland successfully 
handled the financing problem. Eschewing inter-governmental 
borrowing, except for the special IMF oil facility, the Bank 
converted its IMF gold tranche into currency; it did not use the 
credit tranches, and relied otherwise upon the European capital 
markets. The credit reputation of Finland and of its major 
companies has so far remained strong. However, it will be at 
least several years before the various foreign capital controls 
can be abandoned. 


Policy Measures 


Early reduction of the present debt/GDP ratio is essential. The 
accumulated debt, now some 20 percent of GDP and requiring 

service nearing 12 percent of export revenues, was a major 
constraint on the government's anti-recession policies in 1975. 
Both fiscal and monetary restraint were imperative because of the 
debt and payments deficits. Such restraint continues to be 
necessary although some loosening of monetary policy may be 
possible in 1977. In March 1976, the government exercised its 
option under domestic legislation to extend the import deposit 
scheme until December 31, 1976, while promising gradual dismantle- 
ment which is already underway. The alternative was to open a 
gap in the anti-deficit program, or to plug the gap with new 
measures. The 1976 budget, formulated by the previous government, 
contained a dual thrust, employment-support and austerity. Programs 
of partial subsidy to encourage the maintenance of employment 
levels added to expenditures, while deferral of major projects, 
reduction in the growth of public sector employment and new and 
increased taxes were restrictive in effect. However, due to the 
recession-caused increase in social expenditures and decline in 
income tax receipts, the budget was in deficit. Measures to 
balance the budget (which in Finland is normally in surplus at 
full employment) are still under discussion. 
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The current government announced an economic program on April l, 
1976, stressing the longer term need to channel investments into 
export-oriented sectors, to support employment, and to make public 
expenditures more efficient. The new program incorporated and thus 
confirmed many of the budget proposals. 


Throughout the recessionary period, the burden of economic manage- 
ment has fallen on the semi-autonomous Bank of Finland. The Bank 
has relied on a restrictive monetary policy, not by using the 
interest rate mechanism, but by reducing the overdraft facilities 
of the commercial banks. By early 1976, incremental domestic 
credit was virtually unobtainable. Simultaneously the Bank has 
increasingly exercised its statutory authority to control foreign 
exchange transactions, particularly imports of borrowed capital. 
In effect, the Bank has full control over the capital markets 
available to Finnish companies and foreign borrowing for investment 
and consumption has been sharply curtailed. It is this Bank of 
Finland control that has been the foundation of the balance of 
payments measures. Some form of restriction is expected to be 
necessary into 1978. 


Devaluation of the Finnmark is considered a possibility in early 
Autumn, primarly to restore Finnish competitiveness. However, 
because of the limited international role of the Finnmark, this 
is a marginal economic tool. Its impact on export prices will be 
substantially offset by the cost of imported inputs. Furthermore 


Finnish companies which have borrowed in foreign currencies most 
of Finland's foreign-held debt will have to bear a heavy burden 
of servicing and amortizing this debt. 


International Trade Relations 


There have been two noteworthy structural changes in Finnish trade 
in the past few years. The USSR has become a more important trade 
partner, largely because of the increase in oil prices and in off- 
setting Finnish deliveries under the barter arrangement. Finland's 
trade with other Eastern European countries, including those with 
which it has free trade and/or barter agreements, remains miniscule. 


The second interesting development is the proportional growth of 
exports from the metalworking sector relative to the still most 
important wood-processing sector. Since the volume of domestic 

wood available each year is basically fixed, and the government 

and industry have agreed to limit wood imports to at most 10 percent 
of the total raw wood consumption, growth in the value of production 
from wood-processing sector depends upon increasing the degree of 
processing of wood and upon more efficient use of raw material. 
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The metal industry now accounts for nearly one-third of Finnish 
exports, up from a quarter two years ago, and has greater growth 
prospects, although cost levels and marketing are potential 
problems. 


IMPLICATIONS FOR THE UNITED STATES 


The United States remains Finland's fifth largest trading partner, 
with a 5.5 percent market share ($415 million). The major U.S. 
exports to Finland in 1975 (exclusive of argicultural goods) were 
aircraft and parts ($61.6 million), office machinery ($32.2 
million), special purpose motor vehicles ($14 million), scientific 
and medical instruments ($9.9 million), non-electrical power 
machinery ($8.7 million), plastic materials ($8.2 million) and 
chemicals ($6.7 million). Feed grains, oil seeds, fruit and 
tobacco were the major agricultural commodities. 


However, developments in Finland indicate that good opportunities 
exist in metalworking and finishing equipment, process control 
equipment (for both laboratory and industrial use), pollution 
control equipment, and energy systems. Finland is hoping to 
develop an export oriented electronics components industry, so 
production and test equipment could become a promising market. 

In the foreseeable future, the major constraints on Finland are 
her cost levels and her chronic shortage of skilled labor, so 
producer goods which enhance labor productivity and efficiency, 
particularly in the use of energy or raw materials, are of interest 
in all fields. 
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